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EXECUTIVE SUMMARY

IN THE MATTER OF THE REVIEW AND POSSIBLE REVISION OF ARIZONA
UNIVERSAL SERVICE FUND RULES, ARTICLE 12 OF THE ARIZONA

ADMINISTRATIVE CODE
DOCKET no. RT-00000H-97-0137

IN THE MATTER OF THE INVESTIGATION OF THE COST OF
TELECOMMUNICATIONS ACCESS

DOCKET no. T-00000D-00-0672

This case is about the appropriate rates for intrastate switched access services.
Intrastate switched access rates are the rates charged by providers of local exchange services
to interexchange carriers to access their networks. Intrastate switched access rates make a
significant contribution to a carrier's joint and common costs which has helped to keep local
rates more affordable. Most parties agree that switched access charges need to be reformed
to achieve the following benefits: 1) price efficiency, 2) reduction of arbitrage opportunities,
3) elimination of differences in rates that occur because of regulatory decisions, and 4)
establishment of more consistent and rational intrastate switched access rates.

The Arizona Corporation Commission ("Commission") has jurisdiction only over
intrastate service of the set of services provided by telecommunications companies and
consequently is unable to establish consistent rates for all services in all cases. The
Commission can only insure that the rates that it has the ability to set are consistent. The
Federal Communications Commission ("FCC") has an open docket in which it intends to
address intercan'ier compensation on a comprehensive basis. The FCC's proceeding is
intended in part to eliminate inconsistencies in the rates for essentially the same services
involving multiple carriers' access and use of networks and facilities in originating and
terminating calls. As has been pointed out by AT&T Communications of the Mountain
States, Inc., there is a significant difference in the usage-based rates for interstate and
intrastate switched access services.

Staff supports intrastate switched access charge reform in order to achieve the
benefits discussed above. Staff believes that requiring Arizona Local Exchange Carrier
Association ("ALECA") members' rates be set at Qwest intrastate rates is a reasonable step
in the move toward consistency with interstate rates. Qwest Corporation's access rates have
already been reduced by $27 million a year and Staff in not recommending further reductions
as a result of this docket at this time.

As discussed below, Staff believes that carriers that elect not to absorb the access
charge reductions, should be required to file a rate case so that a benchmark rate can be
established by the Commission. If a carrier's rates exceed that level, and the can'ier is
entitled to further support based upon the financial data submitted, only then would Staff
recommend Arizona Universal Service Fund ("AUSF") support. Staff' s alternative
recommendation, in the event the Commission wants to immediately proceed with switched
access charge rate reductions would be to require any ALECA member not willing to absorb
the reduction in access charges, to file an application for immediate temporary AUSF support
on a revenue neutral basis which would be used to offset the access charge revenue
reductions. The surcharge would remain in effect until the Commission addressed the



Company's rates in a rate case. Staff recommends an R14-2-103 tiling by each of the
ALECA members electing to receive temporary AUSF support with the first filing made
within twelve months of a Commission Decision in this matter.

Staff positions on the list of issues posed by the Administrative Law Judge in the
October 1, 2009 Procedural Order are as follows.

What coniers should be covered by access reform?

ALECA members
CLECs

To what target level should access rates be reduced?

ALECA members' access rates should be reduced to Qwest's intrastate rates
CLECs' access rates should be capped at the incumbent LEC's rates.

What procedures should the Commission implement to achieve the desired reduction
in access rates?

The following alternatives assume that the ALECA member company is not willing
to simply absorb the switched access charge reductions,

Alternative A:

It is Sta/f's position that a company should be required to show that it, in fact, has
no other source offends to offset switched access charge rate reductions before it is
authorized to receive an A USF surcharge subsidy. As is shown in Exhibit WMS-2,
the residential local exchange service rates for the rural incumbent LECs range
from $9.25 to $24.46 per month. Staff believes that it would be inequitable to
require ratepayers with a $24.46 monthly rate to provide an AUSF surcharge
subsidy to a company and its ratepayers whose monthly local service rate is, for
example, $9.25. Staff recommends that the rural incumbent local exchange
companies by required to file R14-2-103 information to allow the Company and the
Commission to increase rates to levels that generate additional revenues while
providing service at reasonable rates, before they are authorized to receive AUSF
surcharge subsidies.

Alternative B.°

If the Commission does not accept Alternative A, and desires to proceed with access
reform immediately without a full R14-2-103 filing; Staff recommends the
following process to address this phase of access charge reform for ALECA
members.

2.

3.

1.

First step - A USF surcharge until the company's rates have been addressed by the
Commission in a rate ease. with 3 months of the Commission's Decision, the
company may file for AUSF support on a revenue neutral basis. The amount of
the surcharge would be equal to the amount of the carrier's reduction in access
charges. Such application would include financial information sufficient for the
Commission to  make a  fa i r  va lue f ind ing and fa i r  va lue ra te  or re turn
determination. Beginning twelve months of a Commission decision granting the
temporary AUSF support, Companies would be required to file a rate ease or rate
review filing pursuant to A.A.C R14-2-103. The company may elect to reduce its
access charges on its own without AUSF support in which case it would not be



required to file a rate case, unless it wants authorization to change other rates and
charges.

Second step - rate review for the purpose of increasing local and other service rates
to levels that do not harm ratepayers and continued A USF surcharge revenue y the
rate increases are not sufficient to cover the access revenue reductions or the new
revenue requirement. Staff recommends filing on a staggered basis due to Staff
resource constraints. Staff recommends the following schedule for the ALECA
members '/tilings:

Frontier (White Mountains)
Valley Telephone Coop
SCUTA
Navajo Communications
Frontier (Rural
Copper Valley
Aeclpiter
Arizona Telephone Company
Table Top Telephone Company
Southwestern Telephone Company
Midvale Telephone Exchange

Within 12 months of Decision
15 months after a Decision
18 months after a Decision
21 months after a Decision
24 months after a Decision
27 months after a Decision
30 months after a Decision
33 months after a Decision
36 months after a Deeision
39 months after a Deeision
42 months after a Decision

Should can'iers be permitted to contract for access rates that differ from their tariffed
rates?

Yes. While the Commission has not required the filing of switched access service
agreements in the past, Staff recommends that the Commission require thejiling of
these agreements on a going forward basis. The Commission has jurisdiction to
require the filing of any interconnection agreement between carriers impacting
their operations in Arizona. Moreover, Staff believes that 47 a company enters into
an agreement for switched access service with an ETC or other provider, the
contracts' provisions should be made available to any other similarly situated
customer/carrier which desires to enter into a similar agreement. The CLECs
should be required to amend their tars to allow contracts and further indicate the
agreements will be filed with the Commission for public inspection and made
available to other similarly situated carriers.

What revenue sources should be made available to carriers to compensate for the loss
of access revenues?

Staff believes that rate increases should be authorized where appropriate, and then
AUSF surcharges should be implemented to recover any revenue shortfall.
However, H" the Commission wants to immediately provide the gene/its of access
rate reductions, Staff recommends that the companies be able to receive AUSF
surcharge revenues to offset access charge reductions on a temporary basis but that
they subsequently be required to make a R14-2-103 filing. A waiver of the current
AUSF rules would have to be requested and granted by the Commission to allow
immediate recovery of access charge reductions through the AUSF surcharge
mechanism. In this manner, the Commission could immediately implement a
revenue neutral rate change in order to allow intrastate intercarrier compensation
reform to progress,

4.

5.

6. How much of access cost recovery, if any, should be shifted to end users? What
showing should be required for such a shift? What should be the role of "benchmark"
rates and how should benchmarks be set?



Staff does not recommend implementation of statewide benchmark local service
rates at this time. However, a "benchmark rate"for each company should be set
when the company submits it rate review/iling as recommended above.

Procedurally what will be required of a carrier if it seeks a "revenue neutral" increase
in local rates?

Staff believes that a change to other rates of the company could be made to jet
the switched access charge reduction as long as the change in rates was overall
revenue neutral outside of a rate ease. Stajfbelieves that such a scenario would be
permissible under the States ease.

Similarly, a revenue neutral change could be accomplished by reducing the
companies' switched access rates and using the AUSF on a temporary basis to
offset the switched access rate reductions on a revenue neutral basis. Or, Staff
believes that a combination of changes to local rates and AUSF surcharges could
be used to offset any recess charge reductions on a revenue neutral basis outside of
a rate case.

Procedurally, under any of these scenarios, the company would nave to make a
filing with the Commission showing the rate changes and demonstrating that they
were in fact revenue neutral. Staff would also recommend that company be
required to file financial information so/yicientfor the Commission to make a fair
value finding and a fair value rate of return finding. Finally, if the earlier were to
be given temporary AUSF support outside of rate case, the carrier would have to
obtain a waiver of the Commission 's currentAUSF rules.

Assuming that AUSF funds will also be used as a compensating revenue source, what
specific revisions (including specific recommended amendment language) to the
existing rules are needed to allow use of AUSF funds for that purpose?

The existing rules appear to allow the use of the AUSF surcharge as a means of
keeping rates in high east areas affordable. A specie provision would nave to be
added to the rules to allow for the use of USF revenues to compensate carriers for
revenue reductions resulting from Access Reform. However, a waiver of the rules
would allow the Commission to immediately proceed to implement in tercarrier
compensation reform, which Staff believes is in the public interest.

Which calTiers should be eligible for AUSF support?

Staff recommends that carriers of last resort that have a requirement to provide
service to all prospective customers should be eligible to have a portion of their
costs recovered through a surcharge on all telecommunications services provided in
the State.

Under Staff 's proposal ,  further reduction in  Qwest 's access rates is not
recommended in this docket at this time. Such reductions would occur in the
future and therefore, Qwest would not be eligible for AUSF surcharge support at
this time.

10. What should be supported by AUSF? Access replacement only? High cost loops?
Line extensions? Centralized administration and automatic enrollment for Lifeline
and Link-up?

9.

8.

7.

Until the company files a rate ease, only access reform replacement revenues
should be supported through the implementation of an AUSF surcharge. Given
that the a reduction in recess rates from current rates to Qwest's current access



rates will she approximately $23 million and the fact that the FCC currently has a
High Cost Loop Support mechanism in place that provides significant revenues for
high cost loops and that the companies have not been subject to a rate review for
longer than a decade, Staff is only recommending AUSF surcharge support in
connection with switched access charge reform.

Staff does not propose to redefine the A USF rules at this time. For purposes of this
case, Staff believes that only access charge reform replacement revenues are at
issue. Stajffurther recommends that any other changes to the AUSF rules be
addressed at the time that the FCC issues its order on in terearrier compensation or
modfving the federal High Cost Fund.

Staff recommends that Arizona Eligible Telecommunications Carriers ("Arizona
ETCs") implement the recommendations contained in the Report and
Recommendations of the Arizona Eligible Telecommunications Carriers ("ETCs")
on L#eline and Link-Up ("the Industry Report") which was submitted to the
Commission on December 21, 2005. Staff does not recommend that the costs of
implementing these recommendations be recoverable through an AUSF surcharge.
Uthe projections contained in the industry report are accurate, the incumbent local
exchange companies stand to gain $38 million a year in additional revenues that
they would not receive absent the federal programs. Given this potential increase
in revenues, Staff believes that the beneficiaries of these funds will contribute the
relatively small amount of money to reap a potentially substantial return on those
expenditures.

11. What should be the basis of AUSF contributions and what should be the structure of
any AUSF surcharge(s)'?

Staff recommends that the AUSF surcharges be assessed on jurisdictional retail
revenues rather than the current methodology which assessed the A USF surcharge
on intrastate long distance revenues and on interconnection trunks.
Implementation of this recommendation would require a rule change or
amendment

12. Any other specific revisions to the AUSF rules.

None.



Direct Testimony of Wilfred Shard
Docket Nos. RT-00000H-97-0_37, et al.
Page 1

1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

5

My name is Wilfred Shard. I am a Public Utility Analyst Manager employed by the

Arizona Corporation Commission ("ACC" or "Colnmission") in the Utilities Division

("Staff"). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q- Briefly describe your responsibilities as a Public Utility Analyst Manager.

8

9

10

11

In my capacity as a Public Utility Analyst Manager, I develop research reports and policy

positions on economic issues pertinent to the telecommunications industry. I have

developed and presented testimony before the Commission in rate proceedings,

proceedings to consider granting operating authority to interexchange and local exchange

12

13

I review

to the

14

companies, and in telecommunications policy development proceedings.

telecommunications utility industry filings and make recommendations

Commission.

15

16 Q. Please describe your educational background and professional experience.

17

18

19

20

21

In 1975, I graduated from the University of Texas at El Paso, receiving a Bachelor of Arts

degree in Economics. I received a Master of Arts degree in Economics from the

University of Texas at E1 Paso in 1983. I have been employed by the Arizona Corporation

Commission since May 1984 as a Rate Analyst, Economist, Acting Chief of the

Economics and Research Section, and Public Utilities Analyst Manager.

22

23 Q- What is the scope of your testimony in this case?

24

A.

A.

A.

A. I will present the Staff recommendations on the issues to be addressed in this docket.
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1 Q-

2

3

4

5

6

Does Staff agree with Qwest Corporation's ("Qwest's") view that this is a

policymaldng docket?

No. Staff will recommend certain steps that the Commission may take at this time to

address Access Charge issues that have been presented by both the interexchange carriers

("IXCs") and the members of the Arizona Local Exchange Carriers Association

("ALECA") over which the Commission has jurisdiction,

7

8 ACCESS CHARGE-RELATED ISSUES

9

10

ALECA Member Companies Intrastate Switched Access Charge Reform

What are the current switched access rates in Arizona for Qwest and the ALECAQ,

11 members?

12

13

Exhibit WMS~1 contains the current intrastate switched access rates in Arizona for Qwest

and the ALECA members over which the Commission has jurisdiction.

14

15 Q-

16

What is Staff's recommendation on the appropriate level of switched access rates in

Arizona for Qwest and the ALECA members?

17

18

19

20

21

Staff recommends that Arizona Local Exchange Carrier Association ("ALECA")

members' rates be set at Qwest intrastate rates. This is a reasonable second in the move

toward consistency with interstate rates. Qwest's intrastate switched access rates have

already been reduced by $27 million annually. Staff is not recommending further

reductions to Qwest's intrastate switched access rates as a result of this docket at this time.

22

23 Q, What is the interexchange carriers' position on Qwest's switched access charges?

24

25

A.

A.

A.

A.

The interexchange carriers believe that Qwest's intrastate switched access rates should be

reduced to mirror its interstate rates .
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1 Q-

2

Does Staff believe that Qwest's intrastate switched access rates should be reduced to

mirror its interstate rates?

3

4

No. As stated previously, Qwest's switched access rates have already been reduced by

$27 million annually.

5

6 Q- Does Staff believe that CLECs should be able to enter into contracts with IXCs for

7

8

9

switched access service"

Qwest raised an issue concerning the propriety of contracts entered into between CLECs

and IXCs or others in which the CLEC has given the INC a rate for switched access

10

11

service that is generally lower than its tariffed rate. Such contracts are interconnection

the broad sense business contract between

12

agreements in in that they are a

telecommunications providers for the purpose of interconnecting their networks and

13

14

exchanging telecommunications traffic. This type of interconnection agreement is to be

distinguished from interconnection agreements between incumbents and CLECs falling

15 within the purview of Section 251 of the 1996 Act. While this is not the typical

16

17

18

19

20

21

22

23

24

25

A.

A.

interconnection agreement which carriers are required to file pursuant to Section 251, the

Commission has broad jurisdiction over interconnections agreements between carriers.

While the Commission has not required the filing of switched access service agreements

in the past, Staff recommends that the Commission require the filing of these agreements

on a going forward basis. The Commission has jurisdiction to require the filing of any

interconnection agreement between camlets impacting their operations in Arizona.

Moreover, Staff believes that if a company enters into an agreement for switched access

service with an INC or other provider, the contracts' provisions should be made available

to any other similarly situated customer/carrier which desires to enter into a similar

agreement. The CLECs should be required to amend their tariffs to allow contracts and
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1

2

3

4

further indicate the agreements will be filed with the Commission for public inspection

and made available to other similarly situated carriers.

Q- Why are interstate access charges lower than intrastate access charges?

5

6

7

8

9

10

11

12

13

14

Interstate access charges are generally lower than intrastate access charges because of the

manner in which costs that have been allocated to interstate access are recovered.

Customers currently pay a monthly Subscriber Line Charge ("SLC") that the FCC

instituted when it concluded that non-traffic sensitive costs should be recovered through a

non-traffic sensitive charge rather than through usage-sensitive access charges. No

intrastate equivalent charge has been implemented by the Commission. If the

Commission were to adopt the FCC's approach to access charge cost recovery and access

charge reform, customers would see an increase in their monthly charge through the

implementation of an intrastate SLC, and IXCs would see a reduction in the rates that they

pay for intrastate switched access service.

15

16

17

18

19

20

21

22

23

Q, Please describe the Coalition for Affordable Local and Long Distance Service

("CALLS") Order.

Since the Telecommunications Act of 1996, the FCC has been moving the price of long

distance companies' access to local telephone networks towards levels that reflect costs.

The CALLS plan was approved by the FCC on May 31, 2000 and applies to those

companies (generally, the larger and urban companies) that were providing service under

the terns and conditions of an interstate Price Cap Plan. Implementation of the CALLS

Plan resulted in, among other things, the following changes to interstate access service.

Increases to the Primary Residential and Single-Line Business Subscriber Line
Charge ("SLC") Caps :

24
25
26
27
28
29

A.

A.

• SLC caps would begin at $4.35 on July 1, 2000 and gradually increase to an
amount no higher than $6.50 on July l, 2003 .
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• Price cap LECs must justify any increases to the SLC cap above $5.00.

Commission will review SLC rates prior to the increase scheduled for July l, 2002,
including evaluation of price cap LECs' forward-looking costs.

$2.1 Billion in Switched Access Usage Charge Reductions:

Reductions would be made immediately, on July 1, 2000.

Reductions will be taken by

targeting the 6.5% X-factor to switching and switched transport
services until the target rates are reached,

reducing Common Carrier Line ("CCL") charges
application of $650 million in universal service support,

through

1
2
3
4
5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

reducing CCL charges  through applica t ion of pr imar ily rura l
carriers' 6.5% X-factor to the common line basket.

If these reduction do not total $2.1 billion on July l, 2000, price cap LECs
will make additional reductions to switched access usage charges to equal
that a1nount..1

24 Q- Please describe the Multi-Association Group ("MAG") Order.

25

26

27

28

29

30

In its implementation of the MAG Plan, the (FCC) modified its interstate access charge

rules and universal service support system for rate-of-return incumbent local exchange

coniers (LECs). These companies are rate-of-retum carriers, as opposed to price cap

carriers, are typically small, rural telephone companies concentrated in one area, but they

range in size from a few hundred lines to approximately one million. The following

summarizes the Order in relevant part:

31

32
33
34
35
36
37
38

The Order  increases the caps on SLCs to the levels paid by most subscribers
nationwide. The residential and single-line business SLC cap will increase to $5.00
on January 1, 2002, and may increase up to $6.00 on July 1, 2002, and $6.50 on
July 1, 2003, subject to a cost review study for the SLC caps of price cap coniers.
The mult i-line business SLC cap will increase to $9.20 on January 1,  2002.
Lifeline support will be increased in an amount equal to any SLC rate increases for
low-income subscribers.

A.

1
FCC Summary of CALLS Proposal Access Charge Provisions, dated May 31, 2000.
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The Order allows limited SLC deaveraging, which will enhance the
competitiveness of rate-of return carriers by giving them important pricing
flexibility. The SLC deaveraging method inconsistent with the Rural Task Force
universal service support disaggregation scheme.

The Order reforms the local switching and transport rate structure. In particular, it
shifts the nontraftic sensitive costs of local switch line ports to the common line
category, and reallocates the remaining costs contained in the Transport
Interconnection Charge to other access rate elements. These measures align the
rate structure more closely with the manner in which costs are incurred and reduce
per-minute switched access charges.

The Order creates a new universal service support mechanism, Interstate Common
Line Support, to convert implicit support in the rate structure to explicit support
that is available to all eligible telecommunications cam'ers. Specifically, Interstate
Common Line Support will replace the canter common line (CCL), which will be
phased out as of July l, 2003, when SLC caps reach their maximum levels. The
new support mechanism will ensure that changes in the rate structure do not affect
the overall recovery of interstate access costs by rate-of-return cam'ers serving
high cost areas.

The Order does not adopt proposals to prescribe a single, target rate for per-minute
charges, either on an optional or a mandatory basis. The reforms adopted in the
Order will reduce per minute charges for all rate-of-return comers, while giving
them the flexibility to establish rates based on their own costs in the areas they
serve.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

The Order streamlines the rules for introduction of new access services by rate-of-
return can*iers.

The Order terminates the proceeding on the represcription of the authorized rate-
of-return, which was set at 11.25 percent in 1990.2

35

2 Federal Communications Commission Summary of MAG Item, dated October 11, 2001.
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1 Q-

2

How do the carriers, other than ALECA, propose that any revenue shortfall that

results from the reduction of intrastate access rates be addressed?

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Qwest believes that there should be increases in local service rates up to a benchmark and

to the extent that those increases are not enough to make up for the revenue shortfall, then

coniers should be allowed to obtain any revenue shortfall via an AUSF surcharge.3

AT&T believes The Commission should first require all LECs l to reduce their intrastate

switched access rates to parity with the corresponding interstate rates, and at the same time

it should give lLECs the flexibility, but not a mandate, to increase rates up to a reasonable

benchmark level (subject to reasonable limits on annual rate increases during a transition

period). To the extent that the allowed rate increases are not sufficient to recover the

reductions in access revenues, an ILEC will be allowed to obtain explicit subsidies from

the AUSF.4 Sprint's position is that LECs should recover revenue from services provided

to their  end user customers. Sprint iiurther believes the aggregate retail revenue

opportunity available to a LEC exceeds the aggregate costs for all retail services provided

to their customer base and states that, "Unless proven otherwise through a thorough

financial review of the LECs total operations, only then would Sprint concede that some

targeted support would be an acceptable alternative recovery mechanism."5 Verizon

stated its position is as follows: To the extent carriers choose not to absorb access

reductions ordered in this proceeding, the Commission should give them sufficient retail

rate flexibility to recover lost access revenues from the retail rates they charge their own

customers. Above all, the Commission should reject proposals to permit access revenue

recovery from the AUSF, which should remain small and devoted to its primary purpose

of establishing reasonably comparable rates between urban and high-cost  areas.

3 Direct Testimony Of Peter B. Copeland On Behalf Of Qwest Corporation ,, Page 5

4 Direct Testimony of Dr. Ola Oyefusi On Behalf of AT&T Communications of the Mountain States, Inc. and TCG
Phoenix,, Page 8
5 Direct Testimony Of James A. Appleby On Behalf Of Sprint Communications Company, L.P., Sprint Spectrum,
L.P. And Nextel West Corp. , Page 21

A.
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1

2

3

4

Expanding the AUSF would have the inefficient and undesirable result of continuing to

subsidize coniers that prefer to dip into their competitors' pockets to replace lost access

revenue, rather than recovering those revenues from their own customers. Such a result is

incompatible with a healthy, competitive market for communications sewices.6

5

6 Q- Does AT&T propose to increase local service rates at the same time that switched

7

8

9

10

11

access rates are reduced"

Not necessarily, AT&T has indicated that under its proposal companies would be able to

recover the difference between the revenues generated from increasing the rates to the

benchmark rate and the revenue reduction associated with reducing the rates to a level

approved by the Commission immediately. AT&T states the following:

12

13
14
15
16
17
18
19
20

carriers as they
businesses.

First, the Commission should give all carriers the opportunity to increase
retail rates for local service up to a "benchmark" established by the
Commission (to the extent they do not already have that flexibility),
However, the Commission should not require carriers to raise local service
rates by any amount. Rather, the actual decision to raise price, and the
amount (within the constraints of the benchmark cap), should be left to the

are best positioned to make decisions about their own

21

22 Q- What carriers do the non-ALECA carriers believe should be covered by access

23 reform?

24

25

The non-ALECA carriers generally believe that Qwest and all other carriers should be

addressed at this time.

6 Direct Testimony Of Don Price On Behalf Of Verizon, Page 21, lines 6 - 20.

7 Direct Testimony of Dr. Ola Oyefusi On Behalf of AT&T Coinniunications of the Mountain States, Inc. and TCG
Phoenix, Page 51, line 24 to Page 25, line 4.

A.

A.
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1 Q,

2

Companies have argued that there are different rates for essentially the same service

thus providing incentives for arbitrage. Does Staff agree?

3

4

5

6

Yes. Most of the participants in the Access and AUSF workshops stated that arbitrage is a

possible outcome when discussing potential access charge reform. In addition, the FCC's

pending intercanier compensation reform proceeding is driven by its desire to eliminate

unreasonable differences in the rates for access services.8

7

8 Q- What are the benefits of switched access charge reform"

9

10

11

12

13

14

Essentially, the benefits of switched access charge reform are:

1.
2.
3.
4.

Price efficiency.
Reduction of arbitrage opportunities.
Elimination of differences in rates that occur because of regulatory decisions.
Establishment of more consistent and rational intrastate switched access rates.

15

16

17 Q-

18

CLEC Intrastate Switched A chess Charge Reform

What is Staff's response to the Eschelon, et al. claim that there are legitimate reasons

why access rates charged by different carriers are different?

19

20

21

22

23

24

25

Eschelon, et al. have posited that if carriers who pay access charges believe a certain

carrier's rates are unreasonable, the complaint process makes the most sense rather than

overarching reform which treat all carriers the same. The CLECs can't have it both ways.

On the one hand they argue that they have no market power, that they are price takers in

the market and that any differences in the rates they charge will be bid away by the

competitive market. With respect to termination of a call to a CLECs' customers, the

IXCs have no alternative but to pay the CLECs' rates to terminate calls. It is because of

A.

A.

A.

8 In the Matter of Developing a Untied Intercarrier Compensation Regime, CC Docket No. 01-92, Released: April

27, 2001, Para. 2.
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this lack of a competitive alternative that Staff believes that the terminating access rate for

CLECs should be capped at the incumbent LECs rates.

1

2

3

4

5

6

7

8

9

Q- Has the FCC addressed this particular issue with respect to CLEC access changes?

Yes. In its proceeding on Access Charge reform the FCC issued a decision that put a

benchmark mechanism in place to limit the potential for some CLECs to inappropriately

shift onto the long distance market in general a substantial portion of the CLECs' start-up

and network build-out costs.9

In its decision, the FCC noted that:

10

11
12
13
14
15
16
17
18
19
20
21

INC purchasers of CLEC access services contend that CLECs have
tariffed switched access rates at unjust and unreasonable levels. They
assert that it is an anomaly for a "competitive" provider to enter a market
by charging well in excess of the rate charged by the market's incumbent
and that such entry could not be maintained in a competitive market. The
IXCs argue that high access charges allow CLECs unfairly to shift their
operational expenses and their network build-out expenses to IXCs and,
through them, to long distance ratepayers generally. Moreover, INC
commenters complain that these unreasonable rates are unilaterally
imposed through tariffs, rather than through negotiation with a willing
purchaser. (footnotes omitted)

22

23 The FCC further noted that:

24
25
26
27
28
29
30
31
32

By contrast, CLECs assert that their rates are justified by their substantial
network development costs and their significantly higher per-unit cost of
providing service that arises from the smaller customer base over which
they may spread their operational costs. They argue that ILE Cs were for
many years protected monopoly providers of local exchange and exchange
access services, during that time, they funded the build-out of their
networks through rates imposed on captive customers and through access
rates that were dramatically higher than they are today.

33

9 In the Matter of Access Charge Reform and Reform of Aceess Charges Imposed by Competitive Local Exchange
Carriers, CC Docket No. 96-262, Seventh Report And Order And Further Notice Of Proposed Rulemaking, Adopted:
April 26, 2001, Released: April 27, 2001

A.
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1

2

Q~ How did the FCC address these conflicting opinions?

In its decision, the FCC concluded:

3

4
5
6
7
8
9

CLECs will be restricted only in the manner that they recover their costs
from those access-service consumers that have no competitive alternative.
We implement this restriction on the CLEC's exercise of their monopoly
power by establishing a benchmark level at which CLEC access rates will
be conclusively presumed to be just  and reasonable and at (or  below)
which they may therefore be tariffed.

10

11 Q- What is Staffs recommendation with respect to CLEC access charges?

12

13

14

Sta ff  r ecommends  tha t  CLECs '  maximum switched access  r a tes  be capped a t  the

incumbent LEC's rates and that the CLECs should be required to reduce their maximum

switched access rates to the level of the incumbent local exchange carrier. If Staff' s

access charge rate reformation is adopted by the Commission, the incumbent LEC's rates

will be Qwest 's  current  intrasta te ra tes. S ta ff  believes  tha t  the FCC solu t ion is

appropriate.

15

16

17

18

19

20

21

22

23

A.

A.

If, however, a CLEC believes that its costs of providing switched access services exceed

those of the incumbent local exchange company, such that it believes a higher maximum

ra te level is  appropr ia te,  i t  should have the opt ion of  f i l ing informat ion with the

Commission to demonstrate these higher costs and a hearing on the issue, if desired.
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1

2 Q,

3

4

5

6

Switched Access Charge Reform Funding

Does Staff agree with Qwest and the Joint CLECs that AUSF contributions "should

come from all sectors of the industry, i.e. ILEC, CLEC, Cable, Wireless and VOIP

providers. .. ""10

Yes. Staff agrees that funding for AUSF should come from all sectors of the industry over

which the Commission has jurisdiction.

7

8 Q.

9

10

What is Staff recommendation regarding the Joint CLECs' disagreement with

Qwest's proposal that the Commission to automatically follow the FCC, should the

FCC change its method of funding the federal UsF?"

11

12

13

Staff also agrees with the CLECs that the Commission should not automatically adopt the

FCC's method of funding federal  USF for purposes of the AUSF. The method that the

FCC adopts may not be appropriate for the State of Arizona.

14

15 Q-

16

Does Staff agree that access charge reform is in the public interest only with a

resultant reduction in toll rates'?12

17

18

19

20

21

22

No. A reduction in tol l  rates is  a benefi t,  however the restructuring of access rates to

provide more consistency in the price of inputs provides a societal benefit in that the costs

(through the use of society's resources) of providing a service can be weighed against the

costs of providing that same service or alternatives to that service. The market can only

determine the more efficient (least cost use of society's resources) method of production if

the prices reflect the costs of production

23

A.

A.

A.

10 Direct Testimony of Douglas Denney On behalf of Joint CLECs, December 1, 2009, Page 69, lines 8
11 Direct Testimony of Douglas Denney On behalf of Joint CLECs, December 1, 2009, Page 69, lines 8
12 Presentation by Mark Starkey for Joint CLECs at the June 19, 2009 AUSF workshop.

12.
12.
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1

2

Q, Should the IXCs be required to make a filing with the Commission to show that they

have passed through the reductions that result from rate reductions?

3

4

Yes. Staff recommends that the INC be required to make a filing with the Commission to

show that they have passed through the revenue reductions that result from the switched

access charge rate reductions. This requirement insures the end users will see a concrete

benefit from the reform of access charges. In addition, AT&T has indicated that it would

also eliminate its Intrastate Connection charge. Staff recommends that the Commission

require all other interexchange can°iers to withdraw all similar charges.

ARIZONA UNIVERSAL SERVICE FUND-RELATED ISSUES

Q. Does the Commission currently have a mechanism whereby it provides subsidies to

high cost companies?

Yes. The Commission currently has rules in place that allow companies operating in high

cost areas to apply for AUSF surcharge subsidies to keep its rates at an affordable level.

Q- Do you believe there is a better way to describe the mechanism than "Arizona

Universal Service Fund?"

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

A. Yes. The name AUSF seems to imply that there is a pot of money that has been set aside

for the purpose of having companies apply for revenue from the fund and that is sits in a

bank account somewhere unused. This is not the case. Because of the manner in which

the AUSF works today, a more appropriate description of the mechanism might be the

"Arizona Universal Service Surcharge."

21

22

23

24 Q. Please describe AUSF mechanism that is in place today.

25
26
27
28

Pursuant to A.A.C. R14-2-1203 :A.

A.

A.

A provider of basic local exchange telephone service may request that the Commission
authorize AUSF support with a filing under R14-2-103 or other method as the
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1
2
3
4
5
6

Commission may prescribe, and upon compliance with all applicable rules set forth in
Rl4-2-l 101 through R14-2-1 l 15. A request for AUSF support shall include a statement
describing the need for such funding. The Commission shall determine the appropriate
cost of providing basic local exchange service for each AUSF support area for which
AUSF support is requested and shall calculate in accordance with R14-2-1202 the amount
of AUSF support, if any, to which the applicant is entitled.

7

8 Q~ How is the amount to be recovered through the AUSF surcharge calculated?

9

10
11
12
13
14
15

Pursuant to A.A.C. R14-2-1202:

The amount of AUSF support to which a provider of basic local exchange telephone
service is eligible for a given AUSF support area shall be based upon the difference
between the benchmark rates for basic local exchange telephone service provided by the
carrier, and the appropriate cost to provide basic local exchange telephone service as
determined by the Commission, net of any universal service support from federal sources.

16

17

18

19

20

21

Q- What companies currently receive AUSF surcharge revenue subsidies?

Currently, only Citizens Telecommunications Company of the White Mountains, Inc. db

Frontier Communications of the White Mountains receives and AUSF surcharge subsidy.

In Decision No. 56657, dated October 10, 1989, the Commission concluded that

residential and business rates should increase by no more that 5 percent and that any

residual revenue requirement should be supported by an AUSF surcharge subsidy.

Citizens is currently authorized to receive $769,620, annually.

22

23

24

25

26

Q- How is the fund administered and by whom?

27

28

29

30

31

32

A.

A.

A. The Commission entered into an agreement for professional services with the National

Exchange Carriers Association (now "Solid, Inc.") to administer the AUSF. Solid

requested and received data from all Arizona telecommunications providers for use in

calculating the surcharges that would be applied to all telecommunications providers for

each year. From this data, Solid calculates that the annual monthly surcharge for Category

One (local exchange service) providers and Category Two (toll service) providers, The

collection of the surcharge amounts over the year generate sufficient funds to cover the
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AUSF distributions that Citizens has been authorized to receive, cover Solix' contract

costs to administer the program, and provide a cushion against any unexpected events that

could disrupt the flow of funds to the subsidy recipient. As of December 31, 2009, the

AUSF was expected to have a fund balance of $243,731 .

Q- How much of an AUSF subsidy does Citizens (Frontier) receive, per access line

basis?

Citizens currently receives approximately

1

2

3

4

5

6

7

8

9

10

11

| per access line.

Q. What are the reasons that the ALECA members believe that AUSF revenues are

necessary?

Access revenues are declining,

Access rates will be reduce to eliminate the incentive for arbitrage and so that
prices reflect the costs of the service,

12

13
14
15
16
17
18
19
20
21
22
23

Because of this, there is pressure on other services to cover the costs of providing
service in meal area.
be too high to maintain the level of subscribership that currently exists

The ALECA members believe that the resulting prices will
and

A potential for reduced subsidies from the Federal High Cost Fund in the future.

24

25

26

27

28

29

30

Use and Establishment of Benchmark Rates

Q, What is Qwest's recommendation regarding a statewide basic local service rate

benchmark rate"

Qwest recommends that the Commission set a benchmark rates at 125 percent of the state-

wide average rates for residential and business local exchange rates. Under Qwest's

proposal, a local exchange company would increase its local service rates to the

A.

13 Presentation by Curt Huttsell for ALECA at the June 19, 2009 AUSF workshop.

A.

uu-
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1

2

3

4

5

benchmark and recover any access revenue reductions. If the company did not need to

increase its rates all the way to the benchmark rates, the company would only be allowed

to increase rates to the level that provide sufficient revenue to offset the access revenue

reduction. Under Qwest's proposal, the benchmark rate would be set by the Commission

in a rulemaking.14

6

7 Q. How does this benchmark rate compare to the current residential local service rates

8 for ALECA members?

9 Exhibit WMS-2 contains the current rates in Arizona for the ALECA members.

10

11 Q- What is Staff's recommendation on whether there should be a statewide benchmark

12 local service rate that must be met before a company is eligible to receive AUSF?

13

14

15

16

17

18

19

20

Staff recommends that the Commission reject the proposal for a statewide benchmark

local service rate that must be met before a company is eligible to receive AUSF.

Individual LEC circumstances differ and the Commission should retain its flexibility to

address each company and its ratepayers on an individual company basis. Current LEC

residential local service rates range from $9.25 to $24.46 per month. Qwest's current

residential local service rate is $13.18 per month. To require the ratepayers of all

companies to be subject to a statewide benchmark rate ignores the disparate cost of

providing service and the different effects the rate increase required might produce.

A.

A.

14 . . , .
Dlrect Testlmony of Peter B. Copeland On Behalf Of Qwest Corporatlon, Page 6, llnes 17 .- 25.
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1

2

3

4

Impact of Access Charge Reform on A USF Contribution Rates

Q, How many access lines are served by ALECA members"

A. Based on ALECA's Response to Staff Data Request 1-12, Staff has estimated that

ALECA serves business and

residence access lines.5

6

Q. How much per access line would ALECA members require if the AUSF is used to

offset the reduction in access revenues resulting to going to Qwest intrastate rates?

A. In its Response to Staff Data Request 3.2, ALECA estimates that I

in annual AUSF support would be required if its rates

were to mirror Qwest's intrastate access rates. Given that ALECA serves

business and residence access lines. Staff has

estimated that that

per access line

Q- Based on the Commission's current methodology, what would the requisite AUSF

rates need to be to provide that level of support?

7

8

9

10

11

12

13

14

15

16

17

18 A. On December 22, 2009, the Commission approved the following rates to provide in the

neighborhood of $800,000 a year in AUSF Revenue to Frontier:

Category One providers:
interconnecting trunk line.

30.006942 per access line and $0.069423 per

19

20
21
22
23
24
25

Category Two providers: 0.4033 percent of intrastate toll revenues.

26

27

28

29

Since this amount is I

currently funded through AUSF, Staff estimated that the AUSF monthly rates to support

ALECA's proposal to mirror Qwest's intrastate rates would be I

the amount

I
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1

2

3

4

5

Prerequisites for Receiving A USF Support to Achieve Switched Access Reform

Q, Does Staff believe that the ALECA members should be required to file a rate ease to

receive AUSF support?

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Yes. It is Staff' s position that a company should be required to show that it, in fact, has no

other  source of funds to offset  switched access  charge ra te reduct ions before it  is

authorized to receive an AUSF surcharge subsidy. As is shown in Exhibit WMS-2, the

residential local exchange service rates for the rural incumbent LECs range from $9.25 to

$24.46 per month. Staff believes that it would be inequitable to require ratepayers with a

$24.46 monthly ra te to provide an AUSF surcharge subsidy to a  company and it s

ratepayers whose monthly local service rate is, for example, $9.25. Staff recommends that

the rural incumbent local exchange companies by required to file R14-2-103 infonnation

to a llow the Company and the Commission to increase ra tes to levels that  generate

additional revenues while providing service at reasonable rates, before they are authorized

to receive AUSF surcharge subsidies.

22

23

24

25

26

27

28

A.

I

If the Commission does not accept Staffs position, and instead desires to proceed with

switched access charge reform pr ior  to the processing of an R14-2-103 filing by a

company, Staff alternatively recommends that the ALECA member companies (which

elect not to absorb the switched access charge revenue reductions) be allowed to tile an

applicat ion to receive temporary AUSF surcharge revenues to offset  access charge

reductions, on a revenue neutral basis. Any amendments to the current AUSF rules should

accommodate this expansion of the rules to allow AUSF surcharge monies to be used for
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1

2

3

4

purposes of access change reform. Until that time, in the interim, ALECA member

companies could request a waiver of the rules and an extension of time to submit the

requisite R14-2-103 filing. This would allow access charge reform to proceed

immediately without the delay occasioned by the processing of an R14-2-103 filing.

5

6 Q-

7

What requirements does ALECA believe a carrier would have to meet in order to

receive AUSF support?

8

9

10

11

ALECA feels that to qualify for AUSF, the cam'er would have bring their intrastate access

rates in line with the Qwest statewide intrastate composite rate of $0.0220 per minute-of-

use, they would have to serve rural areas and that carrier would have to be an eligible

telecommunications cam' er. 15

12

13 Q-

14

Why does Staff support the current requirement in the rules that the LECs file a rate

case?

15

16

17

18

19

20

With the exception of Midvale Telephone Exchange, Qwest is the only incumbent local

exchange company to have its rates examined in the last ten years. Staff has no bona tide

recent sense of the financial condition of the other ALECA companies other than their

assertion that they need AUSF in order to survive the decline in access revenues. To

Staff, it is not equitable to require customers of other companies to subsidize the ALECA

members based solely on anecdotal statements of need.

21

22

23

24

The ALECA members have taken the position that the Commission authorized them to

charge certain rates and therefore they are entitled to those revenues in perpetuity. As the

Commission well knows, conditions change, plant depreciates, customer counts change

A.

A.

15 Direct Testimony of Douglas Duncan Meredith On Behalf Of The Arizona Local Exchange Carriers Association,
Exhibit DDM-01, Page 1.
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1

2

3

4

and so forth, so that the rates approved for these companies may no longer be appropriate.

Further, the FCC has instituted the Multi-Association Group plan that, according to the

FCC, makes implicit subsidies explicit and also includes hold harmless provisions so the

rural companies were not harmed financially. However, there has been no evaluation of

the effects of those FCC actions on overall revenue requirements or a determination of

whether the ALECA members' intrastate rates should be revised.

5

6

7

8

9

10

Q- What is Staff's proposal?

11

12

13

14

15

16

17

18

19

20

Staff proposes that a company be required to show that it, in fact, has no other source of

funds to offset switched access charge rate reductions before it is authorized to receive an

AUSF surcharge subsidy. As is shown in Exhibit WMS-2, the residential local exchange

service rates for the rural incumbent LECs range from $9.25 to $24.46 per month. Staff

believes that it would be inequitable to require ratepayers with a $24.46 monthly rate to

provide an AUSF surcharge subsidy to a company and its ratepayers whose monthly local

service rate is, for example, $9.25. Staff recommends that the rural incumbent local

exchange companies by required to file R14-2-l03 information to allow the Company and

the Commission to increase rates to levels that generate additional revenues while

providing service at reasonable rates, before they are authorized to receive AUSF

surcharge subsidies.

21

22

23

24

25

26

A.

Staff' s alternative position, if the Commission desires to proceed with switched access

charge reform without the need to wait for processing an R14-2-103 filing, is that each

ALECA company be allowed to file an application with the Commission which would

allow it to obtain AUSF surcharge support on an interim basis to offset revenues lost as a

result of access charge reform, or the reduction of its switched access charge rates to

Qwest's levels on a revenue neutral basis. The application should include sufficient
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1

2

3

financial information for the Commission to consider fair value and fair value rate of

return. Thereafter, these companies seeking AUSF surcharge support would be required

to submit an R14-2-103 filing on a schedule recommended by Staff.

5

6

High Cost Loop Support

Q, What is ALECA's proposal with respect to High Cost Loop Support?

7

8

9

10

11

12

13

A. According to ALECA Witness Meredith, "The ALECA proposal would complement this

federal support by providing support for the remaining portion of eligible high loop costs.

Specifically, for coniers who receive 65 percent federal cost recovery, the State would

provide a 35 percent cost recovery. For coniers who receive 75 percent federal recovery of

loop costs in excess of the NACPL, the state would provide support of 25 percent for any

loop costs in excess of 150 percent. This state support would be in addition to a revenue-

neutral draw from the AUSF to offset intra-state access reductions".'6

14

15 Q- What are the current requirements to receive Federal High Cost Loop Support?

16

17

18

19

20

If an ILEC is deemed a rural carrier, it continues to receive high-cost support based on

embedded costs. The expense adjustment allows those study areas with an average

unseparated cost per loop that exceeds 115 percent of the national average to allocate an

additional portion of their NTS costs to the interstate jurisdiction and to have those costs

recovered by HCLS. 17

21

22 Q- Would you provide an example of how the federal HCLS is calculated?

23

24

A. For example, suppose the national average cost per loop is $240 and a company with

10,000 loops has a cost per loop of $420, or 175 percent of the national average. Then for

A.

16 Direct Testimony of Douglas Duncan Meredith On Behalf Of The Arizona Local Exchange Carriers Association,
Page 10, lines 11 - 18.

Universal Service Monitoring Report, CC Docket No. 98~202, 2008, Page 3-3, footnote omitted
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1

2

3

4

the portion of their costs between $276 (115 percent of the national average) and $360

(150 percent of the national average) they would receive 65 percent of those costs [.65

times ($360 - $276) = $54.60], plus they would receive 75 percent of their costs over $360

[.75 times ($420 - $360) = $45], resulting in HCLS totaling $99.60 per loop, or $996,000

total support. 18

Q- Does Staff have any information on the average cost per loop for Qwest and the

5

6

7

8

9

10

A.

ALECA members?

Yes. Attached as Exhibit WMS-3 are pages from the FCC's 2009 Universal Service

Monitoring Report. These pages include information on the unseparated non-traffic

sensitive ("NTS") costs (Revenue Requirement) per loop for incumbent local exchange

companies providing service in Arizona. The Report indicates at Page 3-164 that the

national average NTS cost per loop is $336773 with the Arizona average cost per loop at

$424.l9. This number, however, includes companies over which the commission has no

jurisdiction. Including only those companies over which the Commission has jurisdiction,

the Arizona average NTS cost per loop is $417.84. The Arizona unseparated NTS costs

per loop are included in Table 3.31, Page 3-135 and 3-146.

11

12

13

14

15

16

17

18

19

20

21

22

Q- If the Commission were to conclude that ALECA members' costs in excess of the

national average cost per loop should be recovered from through the AUSF, Does

Staff have an estimate of the effect of such a decision on the amount recoverable

from the AUSF?

23

24

In its Response to Staff Data Request, ALECA estimates that I

in additional AUSF support would be required if its

A.

18 Universal Service Monitoring Report, CC Docket No. 98-202, 2008, Page 3-3, footnote 16. .r



Direct Testimony of Wi1fi"ed Shard
Docket Nos. RT-00000H-97-0_37, et al.
Page 23

1 proposal to provide intrastate high cost loop support for its ,members is approved by the

Commission.

Q- Is Staff's recommendation to change to High Cost Loop rules at this time?

No. Staff believes these changes should await further FCC action with respect to the

federal funding mechanism.

2

3

4

5

6

7

8

9

10

11

LIFELINE AND LINK-UP RELATED ISSUES

Existing Programs

Q, Please briefly describe the Lifel'lne and L'mk-Up Programs.

A. The following describes the benefits to end users of the Lifeline and Link-Up Programs:

12

13

14

15

16

17

18

19

20

21

Lifeline Assistance provides discounts on basic monthly service at the primary
residence for qualified telephone subscribers. These discounts can be up to $10.00,
per month, depending on your state.

Link-Up America helps income-eligible consumers initiate telephone service.
This program pays one-half (up to a maximum of $30) of the initial installation fee
for a traditional, wireline telephone or activation fee for a wireless telephone for a
primary residence. It also allows participants to pay the remaining amount they
owe on a deferred schedule, interest-free.

22

23

24

25

26

27

28

29

ALECA and Arizona ETC Recommendations

Q. Has ALECA made a recommendation on these programs?

A.

A. ALECA witness Meredith recommends that the Commission adopt the proposals

contained in the Report and Recommendations of the Eligible Telecommunications

Carriers ("Arizona ETcs") on Lifeline and Link-Up Issues ("Industry Report"), docketed

December 21, 2005. In this report, the ETCs recommended that the Department of

Economic Security ("DES") centrally administer the Lifeline and Link-Up programs of all
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1

2

of Arizona's ETCs and that the DES be reimbursed for the administrative costs incurred

from the AUsF.'9

3

4 Q- What recommendation have the Arizona ETCs made with respect to Lifeline and

5 Link-Up Programs?

6 Arizona ETCs recommends that the Commission approve the following two-phase

Lifeline enrollment program that it proposes:207

8

9

10

11

12

13

14

15

Phase I: Engage DES-FAA to automatically enroll individuals in Arizona Lifeline, as
well as Tribal Lifeline and have ETCH participate in cooperative outreach programs that
target ACAA offices. 21

Phase II: Identy§/ and implement additional outreach programs and engage the Arizona
Department of Revenue to include Arizona Lifeline Certu'ication when sending the tax
returns of qualQ§/ing individuals. 22

16

17 Q-

18

Why do the Arizona ETCs recommend that the costs associated with the new method

of enrolling participants in these programs be recoverable through the AUSF?

19

20

21

22

ALECA feels a State-administered program, centrally administered with automatic

enrollment is the most effective form of outreach for Lifeline and Link-up and they

believe there is no better purpose that the AUSF could serve but to help pay those

administrative expenses.

A.

A.

19 Direct Testimony of Douglas Duncan Meredith On Behalf Of The Arizona Local Exchange Carriers Association,
Page ll, lines 19 .- 24.
20 Report and Recommendations of the Eligible Telecommunications Carriers ("Arizona ETCs") on Lifeline and
Link-Up Issues ("Industry Report"), Page 2

Industry Report, Page 3
Industry Report, Page 4
Industry Report, Page l l.

22

23
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1 Q-

2

What effect do the participants believe the proposed process of enrolling participants

in these programs will have on enrollment levels?

3

4

5

6

7

8

9

Arizona ETCs believes that:

"It is anticipated that through this process as many as 400,000 new households
could be enrol led in Arizona Li fel ine over the course of  a  year,  a  substantia l
increase in today's enrollment. It could result in an increase of over $38 mil l ion
dollars in federal funding coming into the state ($8.00 per month x 12 months X
400,000 h()usehQldsl_"24

10

11 Q-

12

What additional cost would be borne by the AUSF if proposal is accepted by the

Commission?

The following information was included in the Industry Report:13

14

15

16

17

18

19

20

21

Based on the Team's high-level discussion of system requirements, DES-
FAA has estimated an initial programming cost of $27,558 and an annual
cost of $325,300 to determine eligibility status. The foregoing estimate of
ongoing costs is based on a monthly application rate of 90,000, which may
vary ,  and assumes  tha t  DES-FAA wou ld only  handle  not i f i ca t ion of
eligibility status.25

22 Q- How much does it cost non-Lifeline and Link-Up customers to implement the DES

central administration?

In the Industry Report, the Arizona ETCs indicated that it would cost about $325,300 a

year.

Q. Would implementation of this recommendation require a Rulemaking?

23

24

25

26

27

28

29

Staff believes that implementation of this proposal would require a Rulemaking.

24 Industry Report, Page 3

25 Industry Report. Pages 5

A.

A.

A.

A.

6.
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1

2

3

4

Q- What is Staff's recommendation on the ALECA proposal to have DES handle

centralized administration and automatic enrollment of the Lifeline and Link-Up

5

6

7

8

9

10

11

12

13

14

15

programs?

Staff recommends that Arizona ETCs be authorized to implement the recommendations

that have been recommended in the Industry Report. Staff does not recommend, however,

that recovery of the costs of implementing these recommendations be recoverable from

the AUSF. If the projections contained in the industry report are accurate, the incumbent

local exchange companies stand to gain $38 million a year in additional revenues that they

would not receive absent the federal programs. Given that that potential increase in

revenues, Staff believes that the beneficiaries of these funds should contribute the

relatively small amount of money they would have to spend in order to reap the potentially

massive return on those expenditures.

16

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q, Please summarize the Staff positions on the list of issues posed by the ALJ in the

October 1, 2009 Procedural Order.

The list of issues and Staffs position on those issues follow:

What carriers should be covered by access reform?

ALECA members
CLECs

To what target level should access rates be reduced?

ALECA members' access rates should be reduced to Qwest's intrastate rates
CLECs ' access rates should be capped at the incumbent LEC's rates.

What procedures should the Commission implement to achieve the desired
reduction in access rates?

17

18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

A.

A.

2.

3.

1.

The following alternatives assume that the ALECA member company is not
willing to simply absorb the switched access charge reductions.
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Alternative A :

It is Staff's position that a company should be required to show that it, in fact,
has no other source of funds to offset switched aeeess charge rate reductions
before it is authorized to receive an AUSF surcharge subsidy. As is shown in
Exhibit WMS-2, the residential local exchange service rates for the rural
incumbent LECs range from $9.25 to $24.46 per month. Staff believes that it
would be inequitable to require ratepayers with a $24.46 monthly rate to provide
an AUSF surcharge subsidy to a company and its ratepayers whose monthly
local service rate is, for example, $9.25. Staff recommends that the rural
incumbent local exchange companies by required to /ile R14-2-103 information
to allow the Company and the Commission to increase rates to levels that
generate additional revenues while providing service at reasonable rates, before
they are authorized to receive A USF surcharge subsidies.

Alternative B.'

If the Commission does not accept Alternative A, and desires to proceed with
access reform immediately without a full R14-2-103 filing; Staff recommends
the following process to address this phase of aeeess charge reform for ALECA
members.

First step - AUSF surcharge until the company's rates have been addressed by
the Commission in a rate case. With 3 months of the Commission's Decision,
the company may /ile for AUSF support on a revenue neutral basis. The
amount of the surcharge would be equal to the amount of the carrier's reduction
in recess charges. Sueh application would include financial information
sujjicientfor the Commission to make a fair value finding and fair value rate or
return determination. Beginning twelve months of a Commission decision
granting the temporary AUSF support, companies would be required to /ile a
rate case or rate review filing pursuant to A.A.C R14-2-103. The company may
elect to reduce its recess charges on its own without AUSF support in which
case it would not be required to file a rate ease, unless it wants authorization to
change other rates and charges.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

Second step - rate review for the purpose of increasing local and other service
rates to levels that do not harm ratepayers and continued AUSF surcharge
revenue 9" the rate increases are not sufficient to cover the access revenue
reductions or the new revenue requirement. Staff recommends filing on a
staggered basis due to Staff resource constraints. Staff recommends the

following schedule for the ALECA members '/tilings:

Frontier (White Mountains)
Valley Telephone Coop
SCUTA
Navajo Communications
Frontier (Rural
Copper Valley
Acezpiter
Arizona Telephone Company

Within 12 months of Decision
15 months after a Decision
18 months after a Decision
21 months after a Decision
24 months after a Decision
27 months after a Deeision
30 months after a Decision
33 months after a Decision



Direct Testimony of Wilfred Shana
Docket Nos. RT-00000H-97-0_37, et al.
Page 28

Table Top Telephone Company
Southwestern Telephone Company
Midvale Telephone Exchange

36 months after a Decision
39 months after a Decision
42 months after a Decision

Should coniers be permitted to contract for access rates that differ from their
tariffed rates?

Yes. While the Commission has not required the filing of switched access
service agreements in the past, Staff recommends that the Commission require
the filing of these agreements on a going forward basis. The Commission has
jurisdiction to require the filing of any interconnection agreement behveen
carriers impacting their operations in Arizona. Moreover, Staff believes that 4" a
company enters into an agreement for switched access service with an D(C or
other provider, the contracts' provisions should be made available to any other
similarly situated customer/carrier which desires to enter into a similar
agreement. The CLECs should be required to amend their tars to allow
eontraets and further indicate the agreements will be filed with the Commission
for public inspection and made available to other similarly situated carriers.

What revenue sources should be made available to camlets to compensate for the
loss of access revenues?

Staff believes that rate increases should be authorized where appropriate, and
then A USF surcharges should be implemented to recover any revenue shortfall.
However, Q' the Commission wants to immediately provide the benefits of access
rate reductions, Staff recommends that the companies be able to receive AUSF
surcharge revenues to of vet recess charge reductions on a temporary basis but
that they subsequently be required to make a R14-2-103 filing. A waiver of the
current A USF rules would have to be requested and granted by the Commission
to allow immediate recovery of access charge reductions through the AUSF
surcharge mechanism. In this manner, the Commission could immediately
implement a revenue neutral rate change in order to allow intrastate in terearrier
compensation reform to progress.

How much of access cost recovery, if any, should be shaRed to end users? What
showing should be required for such a shift? What should be the role of
"benchmark" rates and how should benchmarks be set?

Staff does not recommend implementation of statewide benchmark local service
rates at this time. However, a "benchmark rate"for each company should be set
when the company submits it rate re view jiling as recommended above.

Procedurally what will be required of a camlet if it seeks a "revenue neutral"
increase in local rates?

1
2
3
4
5
6
7
8
9
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Staff believes that a change to other rates of the company could be made to offset
the switched access charge reduction as long as the change in rates was overall
revenue neutral outside of a rate ease. Staff believes that such a scenario would
be permissible under the States case.

4.

6.

5.

7.

Similarly, a revenue neutral change could be aecomplisned by reducing the
companies' switched access rates and using the AUSF on a temporary basis to
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offset the switched access rate reductions on a revenue neutral basis. Or, Staff
believes that a combination of changes to local rates and AUSF surcharges
could be used to offset any access charge reductions on a revenue neutral basis
outside of rate case.

Procedurally, under any of these scenarios, the company would have to make a
fi l ing with the Commission showing the rate changes and demonstrating that
they were in fact revenue neutral. Staff would also recommend that company be
required to file financial information sufieient for the Commission to make a
fair value finding and a fair value rate of return finding. Finally, 4" the carrier
were to be given temporary AUSF support outside of a rate ease, the earlier
would have to obtain a waiver of the Commission 's currentAUSF rules.

8. Assuming that AUSF funds will also be used as a compensating revenue source,
what specific revisions (including specific recommended amendment language) to
the existing rules are needed to allow use of AUSF funds for that purpose?

The existing rules appear to allow the use of the AUSF surcharge as a means of
keeping rates in high cost areas affordable. A specie provision would have to
be added to the rules to allow for the use of AUSF revenues to compensate
carriers for revenue reductions resulting from Access Reform. However, a
waiver of the rules would allow the Commission to immediately proceed to
implement in tercarrier compensation reform, which Staff believes is in the
public interest.

Which coniers should be eligible for AUSF support?

Staff recommends that carriers of last resort that have a requirement to provide
service to all prospective customers should be eligible to have a portion of their
costs recovered through a surcharge on all telecommunications services
provided in the State.

Under Staff's proposal,  further reduction in Qwest's access rates is not
recommended in this docket at this time. Such reductions would occur in the
future and therefore, Qwest would not be eligible for A USF surcharge support at
this time.

10. What should be supported by AUSF? Access replacement only? High cost loops?
Line extensions? Centralized administration and automatic enrollment for Lifeline
and Link-up?

1
2
3
4
5
6
7
8
9

10
11
12
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Until the company files a rate case, only access reform replacement revenues
should be supported through the implementation fan AUSF surcharge. Given
that the a reduction in recess rates from current rates to Qwest's current access
rates will she approximately $23 million and the fact that the FCC currently
has a High Cost Loop Support mechanism in place that provides signyieant
revenues for high cost loops and that the companies have not been subject to a
rate review for longer than a decade, Staff is only recommending AUSF
surcharge support in connection with switched access charge reform.

9.

Staff does not propose to red/ine the AUSF rules at this time. For purposes of
this ease, Staff believes that only access charge reform replacement revenues are
at issue. Staff further recommends that any other changes to the AUSF rules be
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addressed at the time that the FCC issues its order on in terearrier compensation
or modmving the federal High Cost Fund.

Sta/f recommends that Arizona Eligible Telecommunications Carriers ("Arizona
ETCs") implement the recommendations contained in the Report and
Recommendations of the Arizona Eligible Telecommunications Carriers
("ETCs") on Ly'eline and Link-Up ("the Industry Report") which was submitted
to the Commission on December 21, 2005. Staff does not recommend that the
costs of implementing these recommendations be recoverable through an AUSF
surcharge. If the projections contained in the industry report are accurate, the
incumbent local exchange companies stand to gain $38 million a year in
additional revenues that they would not receive absent the federal programs.
Given this potential increase in revenues, Staff believes that the beneficiaries of
these funds will contribute the relatively small amount of money to reap a
potentially substantial return on those expenditures.

11. What should be the basis of AUSF contributions and what should be the structure
of any AUSF surcharge(s)?

Staff recommends that the A USF surcharges be assessed on jurisdictional retail
revenues rather  than the cur rent  methodology which assessed the AUSF
surcharge on intrastate long distance revenues and on interconnection trunks.
Implementat ion of this recommendation would require a rule change or
amendment.

12. Any other specific revisions to the AUSF rules.

None.

Q- Does this conclude your direct testimony?

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

A. Yes, it does.



Exhibit WMS-1

I

ILEC Access Charges

CCL-Term LT LS Term/min Date

Midvale

CCL-Orig

0.042800 0.054400 0.053500 0.038900

Orig/min

0.135200 0.146800 4/14/1995

0.020000 0020000 0030000 0.030000 0 080000 0.080000 4/1411995Micivate (Young)

SCUTA 0.036200 0.051200 0.100500 0063200 0.199900 0.214900 1/1/1990

00000000 0.000000 Note 1 0.017300 0.017300 vu 0.017300 to 12/4/2008Qwest (Note 2)
Tandem Switched

Miles
0
Over 0 to 8
Over 8 to 25
Over 25 to 50
Over 50

0.000000
0.000000
0.000000
0.000000
0.000000

0.000000
0000000
0000000
0.000000
0.000000

0000000
0000299
0000600
0001068
0.001645

0.017300
0.017300
0.017300
0.017300
0.017300

0.017300
0.017599
0.017900
0.018368
0.018945

0.017300
0.017599
0017900
0.018368
0.018945

12/4/2008
12/4/2008
12/4/2008
12/4/2008
12/4/2008

0020000 0.020000 0.030000 0.030000 0.080000 0.080000 4/14/1995

0058900 0058900 0029900 0.013300 0.102100 0402100 11/1/1995

Copper Valley

Valley

Southwestern 0.010000 0.229345 0019328 0.029703 0.059031 0.278376 5/1/1998

0.010000 0.030215 0020597 0.044054 0.074651 0.094866 5/1/1998

0.019370 0.048170 0011160 0.017140 0.047670 0.076470 5/1/1990

0.025200 0.105556 Note 1 0.060970 0,086170 * * 0.166526 w* 12/1/1994

Concurs in Qwest rates

0.010000 0.024200 Note 1 0017300 0027300 w* 0041500 * * 3/16/1997

Arizona Teiephorie

Frontier (Rural)

Frontier (White Mountains)

Navajo Communications

Accipiter

Table Top 0.036000 0040000 0.040000 0.040000 0.116000 0.120000 9/1/2000

* *

Note 1 - LS depends on mileage and whether direct trunked transport or tandem switched transport is used.
Does not include local transport

Note 2 Direct Trunked Transport is mileage sensitive, but not minutes of use sensitive

Fixed Per mile MilesMiles
0 .

Over 0 to 8
Over 8 to 25
Over 25 to 50
Over 50

0.000199
0.000255
0.000263
0.000265

0.000020
0000023
0.000023
0.000023

0
5

15
35
60

Per min
0.000000
0.000299
0.000600
0.001068
0.001645



Exhibit WMS-2

COMMISSION STAFF'S FIRST SET OF DATA REQUESTS
DOCKET nos. : RT-00000H-97-0137 and T-00000D-00-0672

RESPONSES OF ARIZONA LOCAL EXCHANGE CARRIERS ASSOCIATION
MAY 29, 2009

STF 1.3 Please provide for each of your Arizona LECs its current retail
local exchange rates including any mandatory EAS charges and touch tone
charges, if not included in the basic rate, for:

a.

b.
c.

primary line residential flat rate service,
single line business flat rate service, and
multi-line business flat rate service.

Response: Please see the following for each member:

Citizens utilities Rural Company (d/b/a Frontier Citizens Utilities Rural)

a. $10.76 per month
b. $23.03 per month
c. $23.03 per month

Citizens Telecommunications Company of the White Mountains (d/b/a Frontier
Communications of the White Mountains)

a. $16.10 per month
b. $35.60 per month
c. $37.85 per month

Navajo Communications Company, Inc. (a Citizens company)

a. $17.10 per month
b. $59.40 per month
c. $59.40 per month

Midvale Telephone Exchange, Inc.

a. $24.46 per month
b. $30.00 per month
c. $30.00 per month

South Central Utah Telephone Association

Exchange 643
a. $13.18 per month
b. $13.18 per month
c. $3278 per month

Exchange 875



COMMISSION STAFF'S FIRST SET OF DATA REQUESTS
DOCKET nos. : RT-00000H-97-0137 and T-00000D-00-0672

RESPONSES OF ARIZONA LOCAL EXCHANGE CARRIERS ASSOCIATION
MAY 29, 2009

a. $11 .00 per month
b. $11.00 per month
c. $18.00 per month

Weighted Average by line count
a. $12.06 per month
b. $23.04 per month
c. $24.59 per month

Table Top Telephone Company, Inc.

a. $13.55 per month
b. $33.15 per month
c, $33.15 per month

Valley Telephone Cooperative

a. $13.75 per month
b. $1975 per month
c. $19.75 per month

Exchange 575-557
a. S15.28 per month
b. $21 .53 Per month
c. $21.53 per month

Weighted Average by line count
a, $13 .84 per month
b. $19.95 per month
c. $19.87 per month

Copper Valley Telephone, Inc.

a. $12,40 per month
$13.18 per month, includes EAS charge for Exchange 829 customers
$1260 per month weighted average by line count
$16.65 per month
$16.65 per month

b.
c.

Arizona Telephone Company (TDS)

a. $9.25 per month
b. $19.20 per month



COMMISSION STAFF'S FIRST SET OF DATA REQUESTS
DOCKET nos. : RT-00000H-97-0137 and T-00000D-00-0672

RESPONSES OF ARIZONA LOCAL EXCHANGE CARRIERS ASSOCIATION
MAY 29, 2009

c. $26.10 per month

Southwestern Telephone Company (TDS)

a. $11 .25 per month
b. $24.90 per month
c. $20.24 per month

Zone Communications

a. $16.98 per month
b. $35.98 per month
c. $35.98 per month
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